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to obtain an audit unless $300,000 or
more is expended in one year. Not only
does this change the full audit require-
ment for entities expending less than
$300,000, but it allows entities receiving
funds from only one program to have a
program audit rather than a full audit.
Furthermore, the revised act enables
the Office of Management and Budget
(OMB) Director to review the audit
threshold every two years and adjust it
upward if circumstances warrant.

Uniform Audit Requirements
Currently, institutions of higher educa-
tion and other non-profit institutions
(such as non-profit community trans-
portation and education organizations)
must comply with a set of federal guide-
lines and requirements for auditing pur-
poses (OMB Circular A-133). The revi-
sions to the Single Audit Act will require
entities to share the same requirements
as state and local governments.

Definition of Federal
Assistance
Since 1984, the term federal assist-
ance has been defined as the direct
and indirect (pass-through funds via
states) federal funding of programs. In
1987, OMB guidelines amended the
definition to include other forms of as-
sistance such as surplus property and
food commodities. Under the newly re-
vised act, federal financial assistance
is defined as assistance that non-fed-
eral entities receive or administer such
as grants, loans, loan guarantees,
property, cooperative agreements, in-
terest subsidies, insurance, food com-
modities, and direct appropriations.
Furthermore, federal programs are de-
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In 1984, Congress passed the Federal
Single Audit Act which replaced a vari-
ety of previous audit requirements for
state and local governments receiving
federal grants. Ten years later, the Single
Audit Act underwent a performance
evaluation by the US Government Ac-
counting Office. The evaluation con-
cluded that the act had generally been
successful, but improvements in the
audit process could be made. Based
upon the evaluation recommendations,
Congress amended the Single Audit
Act in July of 1996. Changes resulting
from that act will be effective for the fis-
cal year ending June 30, 1997. In this
article we discuss several of the
amendments and their impact on mu-
nicipalities.

Definitions:
Audit — an independent examination
of the financial statements, procedures,
programs and financial data to deter-
mine compliance with statutes, regula-
tions and accounting standards.

Program Audit— an examination of the
programs for which funds are received
to establish whether the programs meet
the stated goals and objectives.

Audit Threshold
Under the Single Audit Act of 1984,
any community that received $100,000
or more in federal financial assistance
in one year had to complete an audit.
Communities that received $25,000 to
$100,000 of federal financial assist-
ance had the option of completing a
single audit for the municipality or per-
forming a program specific audit. In
the revised act, the threshold increases
significantly. The grantee is not required
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fined by their federal domestic catalog
numbers. The use of catalog numbers
allows the consolidation of closely re-
lated programs for auditing purposes.

Audit Deadline
Currently, audits must be completed
within 13 months after the period au-
dited. Municipalities submit audit re-
ports to the Department of Revenue’s
Division of Local Services for review
and subsequent submission to the
OMB clearinghouse. Under the revised
act, the audit deadline date is reduced
to nine months after the period au-
dited. The nine-month deadline can be
extended if the federal agency deems
that the time-frame would place an
undue burden on the audited entity.
However, there is a two-year grace pe-
riod before this requirement becomes
effective in FY99.

Change for Auditors
The new amendments to the Single
Audit Act also require that auditors
change the way they perform audits of
federal programs. For example, when
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LEGAL in Our Opinion

Q: A taxpayer owns 20 acres of forest
land. The land was classified under
M.G.L. Ch.61 and thereby received fa-
vorable tax treatment. The 10-year
forestry certificate expired on Decem-
ber 31, 1995. For fiscal year 1997 the
parcel will be assessed at full value
under Chapter 59. Will the parcel be
subject to penalty tax if the forest land
classification expires at the end of a
10-year certification without a renewal
of certification?
A: Yes. M.G.L. Ch.61 Sec.7 states that
“When the owner of classified land
withdraws such land or any part there-
of from classification … he or she shall
pay to the city or town a withdrawal
penalty tax. …” Furthermore, the State
Forester’s regulations (304 C.M.R. 8.00)
define classification under M.G.L.
Ch.61 as “the tax status attaching by
operation of law to all land qualifying
under this chapter. …” In this instance,
the statute requires a withdrawal
penalty tax encompassing fiscal years
1987 to 1996 inclusive. Since the 10-
year certification period was com-
pleted, the taxpayer will be able to off-
set the amount owed by any stumpage
taxes paid for fiscal years 1987 to
1996. Interest is added to each year’s
repayment amount. The rate of interest
varies. (For more information on rates,
refer to DOR’s Technical Information
Release 96-1.)

Q: Is there a legal requirement that
betterments and special assessments
be paid in full when a parcel is sold?
A: No. M.G.L. Chs. 80 and 83, which
pertain to assessments and better-
ments, do not require that the unpaid
apportioned balance of a betterment or
special assessment be paid when the
subject parcel is conveyed. Generally,
however, full payment is made since the
buyer’s mortgage company requires it.
If unpaid at the time of closing, the bet-
terment or assessment remains a lien
on the property and the buyer contin-

ues to make payments in accordance
with the apportionment schedule.

Q: May a municipality establish a local
Arts Council that sponsors events and
receives revenue from paid admis-
sions, grants and gifts?
A: Yes. Pursuant to M.G.L. Ch.10
Sec.58, a city or town may form a local
Arts Council to distribute arts lottery
funds and other revenues. A local arts
council may conduct various activities
to promote the arts and derive revenue
from ticket sales. All funds received
which include ticket sales, grants and
gifts must be deposited in the Arts
Council Revolving Fund. Any interest
earned belongs to the revolving fund.
The local Arts Council makes expendi-
tures from the fund for future activities,
without further appropriation, except
that the expenditure of any amounts
held in the fund for more than 12
months also requires the approval of
the selectmen, or mayor, city council,
city or town manager.

A local Arts Council may establish a
subcommittee of no less than two
members and may delegate the au-
thority to approve all payrolls and ven-
dor payments.

Q: Are Cherry Sheets and tax rate recap
sheets open to public inspection?
A: Yes. Under M.G.L. Ch.4 Sec.7 (26),
all data, regardless of physical form or
characteristics, made or received by
any municipal officer or employee is
public, unless it falls within one of the
exemption provisions contained in
paragraphs (a) to (m). These exemp-
tion provisions, however, are strictly
construed. There is also a presumption
that the record sought to be obtained
is public, and the burden of proof is on
the custodian of the record to show if
some exemption applies. In this case,
there is no basis for refusing to allow
inspection of tax rate information and
local aid distributions. Accordingly, local

officials must disclose the tax recap
and Cherry Sheets to any requester at
reasonable times and without unrea-
sonable delay, and provide copies
upon payment of the fee prescribed in
the Secretary of State’s Fee Schedule
(950 CMR 32.06).

Q: Can a community place in a revolv-
ing fund any amounts received as re-
imbursement for medically necessary
services provided to special needs
students under the federal Medicaid
program?
A: No. M.G.L. Ch.44 Sec.72 provides
that such receipts shall be considered
unrestricted revenue of the city, town or
regional school district. M.G.L. Ch.44
Sec.70 also specifically prohibits the
use of Medicaid reimbursements even
to pay the costs of recovering the reim-
bursement without further appropria-
tion. Accordingly, such funds must be
deposited into the general fund, and
cannot be credited to a revolving fund
for departmental programs under
M.G.L. Ch.44 Sec.53E1⁄2, or any other
provision of law.

Q: A town board of selectmen is delib-
erating whether to place a Proposition
21⁄2 debt exclusion on the ballot. There
are five members and a two-thirds vote
of the selectmen is required under
M.G.L. Ch.59 Sec.21C(K). Does the
“two-thirds” in the statute refer to the
full board or merely to a quorum?
A: The two-thirds vote refers to the full
board. In the case at hand, four select-
men must approve this action. We rely
on a 1946 Opinion of the Attorney
General to The Massachusetts Aero-
nautics Commission. The Commission
had inquired as to what constituted ac-
tion by a majority of that board. The At-
torney General ruled that “[a]lthough a
majority of the commission constitutes
a quorum which may transact neces-
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Lottery Revenues: A
Source of Aid for
Municipalities
Using a lottery to raise revenues is a
concept that dates back to colonial
America. The early settlers used a lot-
tery to generate funds to support the
revolutionary army. By the nineteenth
century however, scandal and corrup-
tion led to the prohibition of lotteries. It
was not until 1964 that New Hampshire
legalized the first modern state lottery
to fund state programs. Seven years
later, Massachusetts passed legisla-
tion authorizing the creation of a state
lottery. Since then, the number, types
and revenues of lottery games have in-
creased significantly. In this article, we
explain how revenues from the state
lottery provide funding for a variety of
programs, while focusing primarily on
the Cherry Sheet lottery receipt pro-
gram. We also explain how the Cherry
Sheet lottery formula calculates aid
payments to cities and towns. In addi-
tion, we analyze the historical trends of
these lottery distributions. Lastly, we
briefly report on the state revenues
generated from the various types of lot-
tery sales in FY96.

The Commonwealth authorized the
creation of a state lottery through the
enactment of Ch.813 of the Acts of
1971. This act created a commission
responsible for the administration of a
lottery and a special fund for the rev-
enues generated by lottery sales. This
fund, aptly named the state lottery
fund, disburses payments for prizes
and distributions to the local aid fund.
The local aid fund, supported by rev-
enues generated from all the lottery
games except Megabucks and Mass
Millions, provides state assistance to
cities and towns. The most well-known
of these state aid programs is the
Cherry Sheet lottery receipt program.

values receive proportionately more
aid than those with greater property
values. The primary components of the
calculation are population and Equal-
ized Property Valuations (EQVs). The
formula also contains a pro-ration fac-
tor that adjusts the formula according
to the net lottery receipts available.
Only the new lottery aid, that is the
amount above the base amount dis-
tributed the previous year, is actually
calculated through the formula on an
annual basis.

Lottery Aid, FY94-FY97
Beginning in FY95, the governor and
legislature began phasing out the “lot-
tery cap” that had been in place since
FY89. This cap effectively limited the
amount of lottery revenues allocated to
cities and towns through the Cherry
Sheet. As a result of the gradual phas-
ing out of this cap, lottery aid distribu-
tions have risen steadily since FY94.
Table 1 shows each community’s lot-

The local aid fund however, con-
tributes to the support of many other
programs and agencies including the
Board of Library Commissioners, dis-
trict attorneys, the Emergency Finance
Board, the State Ethics Commission
and the Division of Local Services.

Cherry Sheet Lottery Aid
As previously mentioned, the lottery aid
account, the second largest Cherry
Sheet aid program, is funded from the
net revenues from several lottery
games. The aid each community re-
ceives is considered general purpose
financial assistance. These aid pay-
ments are made quarterly, although the
total amount of the annual distribution is
stipulated in Section 3 of the state bud-
get. Since no local action is needed to
receive lottery funds, cities and towns
automatically receive this aid.

The Cherry Sheet lottery receipt pro-
gram is a formula driven aid program.
The lottery formula is equalizing, so
that municipalities with lower property

FOCUS on Municipal Finance

Figure 1
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Note: Data is from the Lottery Commission.
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Lottery Revenues: A Source of Aid for Municipalities
➡ continued from page three

Amended Federal Single Audit Act of 1996
➡ continued from page one

Legal
➡ continued from page two

tery aid allocation for FY94, FY95,
FY96, FY97 and the percent increase
for FY94–FY97.

In FY94, lottery aid was funded at the
FY93 level of $329 million. The follow-
ing year lottery distributions rose to
$391.6 million, an increase of $62.6
million. This increase in FY95 is attrib-
utable to two factors: a $22.6 million in-
crease in lottery aid and the reclassifi-
cation of $40 million in municipal
stabilization aid as lottery aid. Munici-
pal stabilization aid was a one-time
distribution from the local aid fund; it
used the lottery formula to calculate
the aid payments. The final FY95 state
budget, Ch.60 of the Acts of 1994,
authorized the reclassification of the
previous year’s municipal stabilization
distribution as lottery aid.

Lottery aid received another dramatic
increase the next year. The state bud-
get authorized an additional $51 million
in lottery aid for FY96. The following
year another $41.6 million was added,
raising the FY97 lottery aid allocation to
$484.2 million. The total increase be-
tween FY94 and FY97 was $155.2 mil-
lion, or a 47.2 percent increase over the
FY94 distribution of $329 million.

Lottery Sales
Because the revenues from lottery
sales fund the Cherry Sheet lottery dis-
tributions, we are also providing data
from the Lottery Commission on such
sales. Figure 1 shows the breakdown of
sales by game for FY86 and FY96. As
these figures indicate, in FY86 Mega-
bucks and Mass Cash accounted for
the largest percent (43 percent) of
sales. The instant tickets and the Daily
Numbers games only accounted for 23

percent and 34 percent respectively. In
FY96, the data on lottery sales is re-
markably different. Clearly, new games
were added and instant games experi-
enced a dramatic gain in market share
so that in FY96 they accounted for two-
thirds of all lottery sales. The Lottery
Commission attributes this significant
rise in instant game sales to a change
in marketing strategy and an increase
in both the number and types of instant
games available each year. ■

Written by Kay M. Upham. Data contributions by

Lisa Juszkiewicz and the Lottery Commission. 

an auditor samples programs for an
audit, the “50 percent rule,” will apply.
This rule requires auditors to sample at
least half of the programs from which
the recipient has expended funds. If
the auditor does not sample 50 per-
cent, then that auditor must perform
additional tests until 50 percent has
been sampled. In the past the act re-
quired auditors to perform compliance
tests only of major programs. (Major
programs were those that expended
either $300,000 or three percent of total
federal financial assistance.) The re-
vised act gives auditors certain flexibil-
ity in performance compliance testing.

The Single Audit Act Amendments of
1996 may reduce audit costs for some
recipients. Additionally, the changes
are expected to relieve governments
and non-profit entities of previously
burdensome audit regulations while
maintaining the integrity of the federal
grant process. ■

sary business, a vote by a majority of
such quorum, when it is less than a
majority of the entire commission, does
not constitute action by the commis-
sion as such.” In accordance with this
ruling, two-thirds of the entire board of
selectmen would be required to place
the debt exclusion before the voters.

Q: Is a taxpayer eligible for abatement
of motor vehicle excise for 1996 if he/
she moved to New York State in June
1995?
A: No. Merely residing in another state
does not entitle the taxpayer to an
abatement. Even if an abatement ap-
plication had been timely filed, state
statute (M.G.L. Ch.60A Sec.1) requires
the abatement applicant to demonstrate
transfer of a person and the vehicle to
another state with proof of registration
in that state and cancellation of regis-
tration in Massachusetts. In the absence
of such evidence, the assessors could
not abate the 1996 excise.

Q: When should the collector certify sub-
sequent taxes to the tax title account?
A: M.G.L. Ch.60 Sec.61 states that
taxes may be certified no later than
September first of the year following
their assessment. In our view, the col-
lector should not certify any amounts
until after the due date of the final tax
installment for that year. Ordinarily,
then, the collector should not certify
any subsequent years’ taxes until after
May first. The Department has inter-
preted the phrase “taxes assessed
subsequently” to refer to an actual as-
sessment and commitment which fixes
a fiscal year tax liability. If the collector
in a quarterly community were to cer-
tify the taxes at a sooner point in time,
(for example, upon commitment of the
actual tax in December), such action
would deprive the taxpayer of the right
to pay the February and May tax in-
stallments without incurring interest
under another statutory provision. ■

Compiled by James Crowley
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Sewer Rate Relief —
FY97
In each of the past four years, Mass-
achusetts ratepayers have benefited
from reductions in rate increases for
water pollution control projects. In
1994, the governor and legislature es-
tablished the Sewer Rate Relief Fund
(M.G.L. Ch. 29, Sec. 2Z) to assist rate-
payers. Escalating sewer rates, partly
the result of the Boston Harbor clean-
up, served as the impetus for the de-
velopment of this fund. The fourth distri-
bution occurred in November 1996 and
was a record high of $46.390 million,
more than double the 1994 allocation
of $21.450 million (see Figure 1). The
FY97 awards went to 43 Massachu-
setts Water Resource Authority (MWRA)
communities, six communities in the
South Essex Sewerage District, and 67
cities, towns and commissions state-
wide. The Division of Local Services
(DLS) and the Department of Environ-
mental Protection (DEP) administer the
program and determine project eligibil-

can be seen in the city of New Bedford
and the MWRA service area. If no fi-
nancial assistance were available, DLS
estimates that an average New Bed-
ford homeowner would receive a
sewer bill of $644 in FY97. As a result
of the Sewer Rate Relief Fund and a
significant subsidy from the MWPAT,
that ratepayer’s bill will drop to $379, a
$265 saving for a typical single-family
homeowner. In the cities and towns
served by the MWRA, rate increases
were projected at 7.7 percent but were
reduced to a 4.4 percent increase due
to distributions from the fund.

Constructing sewage treatment plants,
while costly, is an investment in our
natural resources. The number of com-
munities implementing water pollution
control projects has increased as has
the state’s commitment to helping
ratepayers.

For more information about the Sewer
Rate Relief Fund please call Jim John-
son at (617) 626-2381. ■

ity. To receive aid an entity must have
qualified indebtedness for a water pol-
lution control project. Qualified debt is
defined as an obligation issued after
January 1, 1990, with a maturity greater
than five years. Recipients must certify
that the aid received from this fund has
or will be used to reduce sewer rates.
Projects that receive financing through
the Massachusetts Water Pollution
Abatement Trust (MWPAT) and receive
financing subsidies are not eligible un-
less their MWPAT financing was in ex-
cess of $50 million on June 30, 1995.
Additionally, projects that receive state
construction grants are not eligible.

The FY97 distribution includes 12 com-
munities receiving rate relief for the first
time. These new communities are
spread across the state include Ash-
burnham, Ashfield, Dracut, Dudley,
Great Barrington, Holyoke, Leicester,
Nahant, North Andover, North Book-
field, Oxford and Quincy. (See Figure 2.)

An example of the manner in which
these programs are assisting ratepayers

DLS UPDATE

Figure 2

Figure 1

Project Source

Authority and Local Project   (13)
Mass. Water Resources Authority   (30)
SESD and Local Project   (1)
South Essex Sewerage District   (5)
Local Project Aid   (53)
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Municipal Fiscal Calendar
February 1
Taxpayer: Deadline for Payment of 3rd Quarterly Tax Bill Without Interest
If mailed before January 1.

February 15
Treasurer: 2nd Quarter Reconciliation of Cash
Due 45 days after end of quarter.

February 28
Finance Committee: Continue Budget Review and Develop Recommendations
This date will vary depending on dates of town meeting.

Trends in State Aid
For more information about Cherry
Sheet aid distributions, individuals can
request a “State Aid Analysis” report
from the data bank. This report identi-
fies five years of Cherry Sheet aid pay-
ments by program for each of the 351
communities. Aggregate data and pre-
vious years’ data are also available.

To obtain Municipal Data Bank information contact:
John Sanguinet at (617) 626-2355 for printed reports
and data files; Burt Lewis at (617) 626-2358 for the
On-Line Access System; or use the World Wide Web
address below.

9M–1/97–D697BO4

Data Bank Highlight

City & Town
City & Town is published 11 times a year by the
Massachusetts Department of Revenue’s Division
of Local Services (DLS) and is designed to ad-
dress matters of interest to local officials. DLS
offers numerous publications on municipal law
and finance, available by calling (617) 626-2300,
or through the DLS World Wide Web site at
http://www.magnet.state.ma.us/dls or by writing
to PO Box 9655, Boston, MA 02114-9655.

Marilyn H. Browne, Editor

Data Bank/Local Aid Director
The Department’s Division of Local
Services currently is seeking a director
to manage the division’s municipal fi-
nance database and to oversee the
distribution of local aid to cities, towns
and regional school districts. This posi-
tion requires strong database manage-
ment skills and the ability to maintain
data integrity on both mainframe and

PC-based systems and the World
Wide Web. Applicants must have
strong analytical and writing skills and
be able to supervise six to eight people.
A minimum of five years experience in
database management is required and
an advanced degree is preferred.
Send cover letter and resume to Rick
Kingsley, Division of Local Services,
PO Box 9655, Boston, MA 02114-9655,
or fax to (617) 626-2330.

Employment Opportunity


